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Q. PLEASE STATE FOR THE RECORD YOUR NAME, BUSINESS ADDDRESS, 1 

AND OCCUPATION. 2 

A. My name is Roy H. Barnette. My business address is 101 3 

Executive Center Drive, Columbia, South Carolina. I am 4 

employed by the Public Service Commission of South 5 

Carolina as an Auditor. 6 

Q. PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EXPERIENCE. 7 

A. Following a six year enlistment in the United States 8 

Marine Corps, I received a B. S. Degree in Business 9 

Administration with a major in Accounting from the 10 

University of South Carolina in 1968. From 1968 until 11 

1971, I was employed by S. D. Leidesdorf and Company, a 12 

national CPA firm in Charlotte, North Carolina. In 1972, I 13 

entered the private business sector. My most recent 14 

position was with Bagnal Builders Supply Co., Inc., here 15 

in Columbia, where I served as Senior Vice President and 16 

Chief Financial Officer from 1972 until September 1999 17 

when I joined the Audit staff of this Commission. 18 

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY INVOLVING SOUTH 19 

CAROLINA PIPELINE CORPORATION? 20 

A. The purpose of my testimony is to present the Audit 21 

Staff's findings and recommendations resulting from our 22 

review of the Company's gas costs for the period January 23 

2003 through December 2003.     24 
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Q. IN CONNECTION WITH YOUR TESTIMONY, DID YOU PREPARE OR 1 

CAUSE TO BE PREPARED CERTAIN EXHIBITS? 2 

A. Yes, the Audit Staff has prepared Audit Exhibits A through 3 

A-5 in connection with this testimony. 4 

Q. MADAM CHAIR., I WOULD LIKE TO MOVE AUDIT EXHIBITS A 5 

THROUGH A-5 INTO THE RECORD AT THIS TIME. NOW, MR. 6 

BARNETTE, WOULD YOU PLEASE CONTINUE WITH YOUR TESTIMONY?. 7 

A. Yes. Commission Order No. 87-1122 provided that an annual 8 

review be conducted of SCPC'S Purchased Gas Adjustment   9 

(PGA) and Gas Purchasing Policies. The Company's current 10 

procedures were approved by the Commission in Docket No. 11 

2003-6-G, Order No. 2003-489 dated August 8, 2003. The 12 

Audit Department Staff has reviewed the Company's gas 13 

costs for the period January 2003 through December 2003 as 14 

shown on Audit Exhibit A. The exhibit's format is as 15 

follows: 16 

    Invoice Costs - Amounts shown are for long-term contract 17 

and spot market purchases delivered either on the Transco 18 

or Southern systems by month for the review period. Staff 19 

verified amounts shown to invoices and traced amounts 20 

booked to the Company's Cost of Gas and Inventory 21 

accounts. Transco purchases were $155,237,998 and Southern 22 

purchases were $328,126,657 for total invoice costs for 23 

the review period of $483,364,655. 24 
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    Storage - Invoice Costs have been reduced by amounts 1 

injected into storage for future use and increased by 2 

amounts withdrawn from storage for current use on both the 3 

Transco and Southern interstate pipelines. Transco 4 

injections for the period were ($3,650,599) and 5 

withdrawals totaled $3,644,830. Southern injections were 6 

($29,383,955) and withdrawals were $33,196,677 for a net 7 

increase to Cost of Gas from storage activity of 8 

$3,806,953. 9 

    LNG Operations - Amounts shown for LNG Boil-off and 10 

    Vaporization include both Bushy Park and Salley LNG 11 

facilities. Boil-off totals $2,410,531 and Vaporization 12 

totals $2,009,833 representing additions to Cost of Gas 13 

since these volumes are injected into SCPC’S system and  14 

utilized for overall system supply. The Company had 15 

liquefaction totaling ($3,952,164), at the Bushy Park 16 

facility during the months of April, May, October, 17 

November and December 2003. This represents a reduction to 18 

Cost of Gas since this amount is stored at the Bushy Park 19 

facility and is available for future use.     20 

    Capacity Release - In accordance with Commission Order 21 

No. 97-477 dated June 9, 1997, the Company is crediting 22 

Cost of Gas for 100% of capacity released on a current 23 

basis on both Transco and Southern systems and for 24 
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negotiations between SCPC and third parties. Total 1 

Capacity Release for the review period was ($186,292). 2 

    Supplier Refunds - During the months of January, 3 

September and October 2003, the Company, received Supplier 4 

Refunds from Transco totaling $326,664 plus computed 5 

interest at 8.75% of $12,435, for a total amount to be 6 

refunded at December 31, 2003 of $339,099. 7 

    Trading(Gains)/Losses/Expenses - Pursuant to Commission 8 

Order No. 95-1253, the Company is engaged in a hedging 9 

program, with certain limitations, for the purchase and 10 

sale of gas futures contracts. By Order No. 97-477 dated 11 

June 9, 1997, the percentage of gas allowed under the 12 

program was expanded from 60% to 75% of System Supply 13 

Volume. However, the Company has traditionally hedged 75% 14 

of Non-Competitive Sales Volume. Due to the volatility in 15 

gas prices the previous two years, during the current 16 

review period, the Company’s Risk Management Committee 17 

decided to lower the percentage of volumes to be hedged 18 

from 75% to 50%.  Natural gas prices had never experienced 19 

such volatility in its history and much uncertainty 20 

existed about the market. The result of this program for 21 

the period under review is a net decrease to Cost of Gas 22 

of ($14,670,000). This includes trading (gains)/losses as 23 

well as the expenses incurred in administering the program 24 
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such as consultant fees and commissions. Actual recognized 1 

hedging gains for the period totaled ($14,738,702) (See 2 

Audit Exhibit A-5). Staff has included the cumulative 3 

(Gain)/Loss for the Hedging program at December 31, 2002 4 

of $18,907,197 resulting in a cumulative (Gain)/Loss since 5 

inception of the program of $4,237,197. 6 

    Other - "Other" primarily includes Storage Property Tax 7 

accruals on underground storage of $51,551. Other large 8 

items included in this category, representing additions to 9 

Cost of Gas, were Odorants $34,755, Emergency Gas credited 10 

to the cost of gas of ($63,408) and miscellaneous  11 

accounting adjustments of ($19,411). 12 

Q. WHAT IS INCLUDED ON AUDIT EXHIBIT A-1? 13 

A. Audit Exhibit A-1 shows the Company's assignment of gas 14 

costs incurred to either non-competitive customers (Sale 15 

for Resale and Firm Industrial), to those customers 16 

qualifying for purchases under the Company's Industrial 17 

Sales Program (ISPR), or to Plant Urquhart, a SCE&G 18 

electric generating facility. The total weighted average 19 

cost of gas assigned to non-competitive customers during 20 

the review period was $223,477,585, or an average of $6.70 21 

per dekatherm. Included in this amount were commodity 22 

costs of $159,015,633, or an average of $6.19 per 23 

dekatherm, supplier refunds of ($124,341), demand costs of 24 
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$10,181,303 per Commission Order No. 96-336 in Docket No. 1 

96-007-G and Capacity Release Credits of ($186,292) (See 2 

Docket No. 97-009, Order No. 97-477) as discussed on Audit 3 

Exhibit A. Risk Management resulting from operation of the 4 

hedging program was a decrease to Cost of Gas of 5 

($14,670,000) as discussed on Audit Exhibit A, or an 6 

average of ($0.4401) per dekatherm. Also, items included 7 

in total Cost of Gas assigned to Non-Competitive Customers 8 

are Storage Withdrawn of $37,414,875, LNG Boil-Off and 9 

Vaporization of $4,420,364 (See Audit Exhibit A-3), Other 10 

Demand Charges not included in the WACOG of $27,175,910, 11 

and other Miscellaneous Charges/Adjustments of $250,133. 12 

Company Use for the review period includes Compressor Fuel 13 

of $731,518 and Unaccounted For of $1,381,505, or a total 14 

of $2,113,023 which is billed to Non-competitive customers 15 

as a volumetric surcharge to the costs mentioned above. 16 

Including the monthly Company Use Surcharge for recovery 17 

of Company Use and Unaccounted For results in an average 18 

Total Base Rate billed to Non-competitive customers of 19 

$6.40. The total effective average rate assigned to Non-20 

competitive customers including Demand, Commodity, and 21 

Risk Management is $6.70. However, this rate is not billed 22 

to customers; the Company has a two-part Demand and 23 

Commodity rate structure approved by the Commission. 24 
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   Total costs assigned to Plant Urquhart, a refurbished 1 

SCE&G electric generating facility, which began purchasing 2 

gas from SCPC in June 2002, were for Commodity purchases 3 

of $21,798,348, or an average commodity rate of $5.61 per 4 

dekatherm plus Demand Charges of $6,640,584, or an average 5 

rate of $7.31 per dekatherm, including Demand Charges. 6 

SCE&G is purchasing gas for Plant Urquhart under a Firm 7 

Service Agreement between SCPC and SCE&G as approved by 8 

this Commission in Docket No. 2002-168-G, Order No. 2003-9 

56 dated February 3, 2003. 10 

        Total costs assigned to customers qualifying for 11 

purchases under the Company's Industrial Sales Program 12 

(ISP) were $220,531,387, or an average for the review 13 

period of $5.26. These costs were assigned to industrial 14 

customers of SCPC in competition with alternate fuel as 15 

well as certain Sale for Resale customers making ISP 16 

requests to serve industrial customers with alternate fuel 17 

capability. Total costs incurred for the review period 18 

were $472,447,902, or an overall average of $5.97 per 19 

dekatherm, which agrees with Audit Exhibit A. 20 

Q. WHAT IS INCLUDED ON AUDIT EXHIBIT A-2? 21 

A.  Audit Exhibit A-2 shows the detail of injections and 22 

    withdrawals, by month, for each of the Storage Fields on 23 

the Southern and Transco interstate pipelines. The 24 
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Southern system’s Customer Storage Service (CSS) has two 1 

fields; Muldon, located in Prairie County, Mississippi and 2 

Bear Creek, located in Bienville Parish, Louisiana. The 3 

Transco system has four fields; General Storage Service 4 

(GSS) located in Potter and Clinton counties, 5 

Pennsylvania, Eminence Storage Service (ESS) located in 6 

Covington County, Mississippi, a Liquefied Natural Gas 7 

Storage Service  (LGA) located in Carlstadt, New Jersey 8 

and Washington Storage Service (WSS) located in St. Landry 9 

Parish, Louisiana. For the period under review, the 10 

Transco fields had total injections of 686,148 dekatherms 11 

at a total cost of $3,650,599 which converts to an average 12 

injection rate of $5.32 per dekatherm. Withdrawals totaled 13 

(901,518) dekatherms at a total cost of ($3,644,830) which 14 

converts to an average withdrawal rate of $4.04 per 15 

dekatherm. Total Transco storage inventory at December 31, 16 

2003 equaled 930,856 dekatherms with a total cost of 17 

$4,180,052, or a weighted average cost of $4.49 per 18 

dekatherm. The Southern system had total injections of 19 

4,379,214 dekatherms at a total cost of $29,383,955 which 20 

converts to an average injection rate of $6.71 per 21 

dekatherm. Withdrawals totaled (6,117,935) dekatherms at a 22 

total cost of ($33,196,677) which converts to an average 23 

withdrawal rate of $5.43 per dekatherm. Total Southern 24 
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storage inventory at December 31, 2003 equaled 2,630,568 1 

dekatherms at a total cost of $16,603,371, or a weighted 2 

average cost of $6.31 per dekatherm. Total storage 3 

inventory at the beginning of the review period totaled 4 

5,515,515 dekatherms at a cost of $24,589,963, or a 5 

weighted average cost of $4.46 per dekathern. Total 6 

storage at December 31, 2003 totaled 3,561,424 dekatherms 7 

at a cost of $20,783,423, or a weighted average cost per 8 

dekatherm of $5.84. 9 

 Q. WHAT IS INCLUDED ON AUDIT EXHIBIT A-3?    10 

A. Audit Exhibit A-3 details, by month, LNG inventory 11 

activities for the Salley and Bushy Park facilities. These 12 

inventories are maintained on an MCF basis. This exhibit 13 

summarizes all the activity affecting inventory including 14 

Boil-off, Vaporization, Liquefaction, Volume transfers 15 

between facilities, Gas Lost to Atmosphere, Volume 16 

Adjustment, Transportation expenses and Direct Costs 17 

Capitalized. The Salley facility began the review period 18 

with an inventory of 730,450 MCF at a cost of $5,135,760, 19 

or a weighted average rate of $7.03 per MCF. Salley 20 

inventory at December 31, 2003 totaled 793,848 MCF at a 21 

total cost of $5,390,082, or a weighted  average rate of 22 

$6.79 per MCF. The Bushy Park facility began the review 23 

period with an inventory of 856,213 MCF at a cost of 24 
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$4,135,354, or a weighted average rate of $4.83 per MCF. 1 

Bushy Park inventory at December 31, 2003 totaled 757,985 2 

MCF at a total cost of $4,411,765, or an average rate of 3 

$5.82 per MCF. Capitalized costs at both facilities 4 

consist mostly of electric expenses associated with the 5 

liquefaction capability at the Bushy Park facility, some 6 

of which are allocated to Salley based on the ratio of 7 

volume trucked to Salley. Transportation Expenses charged 8 

to Salley are the result of trucking expenses related to 9 

the transportation of 462,734 MCF from Bushy Park to 10 

Salley during the month of June 2003. 11 

Q.  WHAT IS INCLUDED ON AUDIT EXHIBIT A-4? 12 

A.  Audit Exhibit A-4 details Hedging results in the form of 13 

the purchase of options to buy gas Futures Contracts 14 

(“Call Options”) and the purchase of options to sell gas 15 

Futures Contracts (“Put Options”). The Company purchased 16 

these “Call” and “Put” options at strike prices ranging 17 

from $3.90 to $9.90 during the period September 2002 to 18 

October 2003, as detailed on page 7 of 7 of this exhibit. 19 

This is an indication of the volatility of gas prices 20 

during the review period. The strike price is the 21 

specified price at which a gas Futures contract could be 22 

bought (Call Option) or sold (Put Option) if the options 23 

were exercised. During the review period the Company 24 
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purchased a net of 1,032 “Call/(Put)” Options. Due to 1 

market conditions, the Company sold a net of 408 Call/Put 2 

options and exercised a net of 381 options, leaving a 3 

balance of 243 options unexercised for the review period. 4 

The purchase and sale of Call/Put options for the review 5 

period resulted in a net gain of $2,950,560. This amount 6 

is included on Audit Exhibit A-5 as part of the overall 7 

Gain/(Loss) from the Hedging program 8 

Q.  WHAT IS INCLUDED ON AUDIT EXHIBIT A-5? 9 

A. Audit Exhibit A-5 presents the results of the hedging 10 

program by month for the review period. As can be seen on 11 

page 5 of 5 of this exhibit and as discussed on Audit 12 

Exhibit A, the total Risk Management Hedging Gain/(Losses) 13 

for the review period is a credit to Cost of Gas of 14 

$14,670,000. As shown on page 5, the actual Gain/(Loss) 15 

recognized was $14,738,702. Also included are the costs to 16 

administer the hedging program, such as Consultant Fees, 17 

etc. For the Cost of Gas months of January through 18 

December, 2003, shown on the exhibit are the number of 19 

contracts bought/sold by month at 10,000 dekatherms per 20 

contract and the monthly Gain/(Loss) resulting from the 21 

purchase and/or sale of such contracts. The Gain/(Loss) is 22 

computed by comparing the purchase and/or selling price to 23 

the NYMEX closing price for gas futures contracts in any 24 
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given month. For any given Cost of Gas month, the 1 

Company’s position has to be closed out by the last NYMEX 2 

trading day in the preceding month. Therefore, the same 3 

number of contracts are purchased and sold for each Cost 4 

of Gas month shown on the exhibit. As can be seen from the 5 

exhibit, for the Cost of Gas months of January through 6 

December 2003, contracts were purchased as early as 7 

December 2001. Also included in the footnotes are the 8 

NYMEX closing prices for each Cost of Gas month and the 9 

range of prices at which contracts were bought and /or 10 

sold for each month.  11 

Q.  WHAT IS STAFF'S FINDINGS REGARDING SCPC'S GAS COSTS? 12 

A. It is Staff's opinion that gas costs are accurately     13 

stated and that amounts shown fairly represent the 14 

Company's costs incurred for the period January through 15 

December 2003. Further it appears that the Company is in 16 

compliance with Commission procedures approved in prior 17 

Commission orders and that the Company has recovered no 18 

more or no less than actual gas costs for the review 19 

period. 20 

Q. DOES THAT CONCLUDE YOUR TESTIMONY? 21 

A.  Yes, it does. 22 


